General Business Conditions 





HIS issue of our monthly Letter has 

had to be prepared during a time 

when the menace of a European war 

has overshadowed all other influences 

upon the business situation, but as 
we go to press the crisis is receding, and the 
indications are happily for peace. To men 
with memories of 1914-18 it has seemed un- 
believable — in the words of Mr. Chamberlain, 
fantastic and horrible — that the indescribable 
tragedy of those years, from whose aftermath 
the world is still suffering, could be repeated 
within a generation; and everywhere men 
have clung to hope that peaceful negotiation 
would dissolve the crisis. The Munich con- 
ference justified that hope; it gave a reprieve 
after days during which nearly every avenue 
to peace seemed closed, and the news that it 
has produced an agreement has been received 
here and abroad with thanksgiving. 

It should be unnecessary to say that, apart 
from the human suffering caused, war is the 
greatest shock to the economic system that can 
possibly be experienced. War is an anachron- 
ism in civilization, for the essence of civili- 
zation is the friendly association of people 
and their cooperation for common progress 
and welfare. War ruthlessly disorganizes this 
cooperative system. It throws the complex 
industrial organization out of balance, and 
disrupts the relationships upon which trade 
is carried on. It withdraws men from mu- 
tually helpful and productive work and turns 
them to waste and destruction. It raises the 
demand for some goods to abnormal volume, 
and reduces the market for others. It closes 
outlets to some exporters and opens them to 
others. It blocks sources of supply to import- 
ers, interferes page, haha 4 and raises 
costs. Painful adjustments must be made to 
these changes, to put the industrial organiza- 
tion on a “war basis”; and after this has been 
done the adjustments necessary to get back 
on a peace basis may be even more difficult 
and depressing. 

Moreover, economists are concerned not 
only with the disruption of the producing and 
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distributing organization, but with the finan- 
cial effects of war. A great war would pile 
upon the armament expenditures which Eu- 
rope is already making an additional profli- 
gate waste of labor, capital and resources, for 
maintenance of forces in the field and produc- 
tion and destruction of material. It would 
add to debt, diminish the world’s store of 
savings, and break down monetary systems. 
The world needs no fresh illustration of the 
financial disorder which follows war, for the 
aftermath of the last conflict is known through 
personal experience by most men of today. 
The great depression was the result of war, 
and it is a part of everyone’s experience. 


Effects of the Crisis Here 


That the crisis has shocked business in this 
country goes without saying. In the markets 
the trade and industrial reports have counted 
for little as compared with the shifting inter- 
national situation, and business men have 
watched with increasing anxiety the wavering 
balance between war and peace, the declines in 
securities and foreign currencies, and the other 
evidences of strain. In quarters where new 
financing or other plans for going ahead with 
business projects were under consideration the 
tendency has been to delay. At the same time, 
business men have been trying to foresee 
where the situation might involve them in diffi- 
culty or loss; and the measures taken to protect 
themselves, requiring caution in commitments 
and liquidation of positions which had become 
risky, necessarily tend to be depressing. 

Opinions have differed as to the degree of 
disturbance that a European war would cause 
in this country. Some trades would have great- 
er activity as time went on, but others would 
lose, and no one can foretell what the net result 
would be, at least during the period of adjust- 
ment to meet the war conditions. 

Nor can anyone say what volume of sell- 
ing the security markets might have to absorb. 
Europeans have large security holdings and 
short-term balances here, but our business is 
in an uptrend, the dollar is exceedingly strong 
with a favorable balance of payments and cap- 
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ital flowing this way, and it is buttressed by 
more than $13,700,000,000 of gold, a figure far 
greater than would be needed to pay out any 
sum which could conceivably be withdrawn 
from this country. Moreover, banks have three 
billions of excess reserves and payments of 
foreign balances could be made without credit 
stringency. 

Most important of all, Europeans do not 
want their money home, but in the United 
States. The flight of capital from Europe here 
during the crisis has been on a scale almost 
without precedent, leading to the importation 
of more than half a billion dollars of gold in 
about two months. People sending their money 
here in such amounts and at such a time evi- 
dently will want to keep it here. Hence there 
should be less reason for widespread tiquida- 
tion of investments such as happened in 1914. 


War “Prosperity” IHusory 


It is argued by some that because of foreign 
purchases of American products this country 
would be benefited by a war in which it was 
not involved. Of course a large volume of war 
orders would increase industrial activity and 
employment, absorb greater quantities of in- 
dustrial materials and farm products, and prob- 
ably cause a rise of prices. If the orders were 
great enough they would produce a boom. 

However, assumptions as to the demand 
should not be too confident. There is no cer- 
tainty as to how much foreign countries would 
want .o buy from us, what they could pay with, 
and how much we would sell them. This coun- 
try has the Neutrality Act, governing sales to 
countries at war; also the Johnson Act, under 
which the warring nations, as the situation 
now stands, could not borrow here. The effects 
of these Acts would have to be considered. 
Who can say when war business would offset 
the trade and financial disturbance upon which 
the markets have so far, and correctly, placed 
their emphasis? As to an inflationary boom, 
there is a great slack of unemployed labor, 
plant capacity and resources to be taken up 
before it could be generated. 

In last analysis the answer to the argument 
that the United States might be benefited is 
that, even if temporarily correct, it is short- 
sighted, for reasons already touched upon. 
Gains of the industries at the expense of for- 
eign competitors may not be permanent, and 
in the long run may be costly if over-expansion 
is induced, for this invites subsequent depres- 
sion. A war boom is not real prosperity, for 
war destroys and depreciates real wealth, and 
the appearance of riches is an illusion, caused 
by depreciation of money. 

Those who have thought that war would 
benefit this country should logically be de- 
pressed by the peaceful settlement, and look 
for a business setback; but they are evidently 
in a minority, for the markets have responded 
enthusiastically to the results at Munich. 


The Domestic Situation 

Under other conditions, the European crisis 
might have caused a considerable setback in 
business activity in this country. Up to the 
present, however, trade and industrial produc- 
tion have shown fewer effects than might have 
been expected. Business was in an upswing, 
it was moving forward under good headway, 
and its momentum has supported it against the 
growing hesitation. 

Considering the month as a whole, the trade 
and industrial turnover in most lines has been 
well sustained, and most of the familiar indexes 
of business activity are higher than they were 
a month earlier. The Federal Reserve index 
of production made almost as good a rise in 
August as it did in July, the figures for three 
months being 77 for June, 83 for July and 88 
for August. According to preliminary data 
September will show another though doubtless 
a smaller increase. 

Even without the alarms of the past month, 
irregularities in business were to be expected. 
The index above quoted shows that the im- 
provement in production, as in the markets, 
was rapid at the start; and considering all the 
eomplexities the rise would normally slow 
down after the first spurt. In many lines in- 
ventory liquidation is still going on, and buying 
policies are conservative for that reason, also 
because the experience of 1937 is well remem- 
bered. The other side of the matter is that 2 
moderate rate of improvement wil! keep stocks 
and commitments in good order. 

Whether the upward trend is sustained or 
blocked by the foreign situation, the resistance 
of business to shock and disturbance tends to 
strengthen confidence. It may be taken as a 
demonstration of needs for goods and of in- 
creasing ability to satisfy them; and these are 
fundamental, calculated to carry business for- 
ward if the European crisis ends in peace. 


Retail Trade Improves 

It was said in this Letter last month that 
many business men were waiting for Sep- 
tember to give further confirmation that a 
genuine upward turn had been made; and 
that they were hoping for good reports from 
retail trade, a good reception of new automo- 
bile models, and reasonably firm and active 
markets. The month has been a disappoint- 
ment in the last respect but not in the first. It 
is too early to judge the automobile situation, 
and in some manufactured lines reports say 
the pickup is less than hoped for, which may 
be a reflection of the European situation or of 
natural irregularities. On the credit side the 
month shows good building reports, continu- 
ance of the pickup in machine tool business, 
and steadier farm prices. 

Retail trade made encouraging gains in the 
first two weeks of September, when the 
weather favored the sale of Autumn goods. 
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Department store sales figures collected by 
the Federal Reserve Board improved to 
around 5 per cent below a year ago, compared 
with decreases of 10 to 14 during most of the 
Summer. These gains have not been fully 
held, due partly to less favorable weather, but 
they brought a prompt pickup of orders at 
wholesale. Retailers on their earlier trips to 
the markets had bought sparingly, with the in- 
tention of reordering as necessary. 


Conditions in the Industries 

The automobile manufacturers have been 
changing over from 1938 to 1939 models dur- 
ing September and production figures for the 
month will be low, possibly no greater than 
the 97,000 assembled during August. How- 
ever, a dozen or so companies are in produc- 
tion on new models as the month closes, and 
with Chevrolet almost ready October output 
will take a big jump. The new models are 
reported to be attractive, and priced a little 
lower. The Summer sales spurt, together with 
the early close of 1938 operations, has cleaned 
up dealers’ stocks thoroughly, and the indus- 
try’s advance ideas of next season’s business 
have tended to expand, as compared with a 
few months back. Predictions range from 
3,000,000 cars to as high as 3,500,000, and the 
average of that range is nearly 25 per cent 
better than the season just ended. 

Steel operations have made further gains, 
to above 47 per cent of capacity; but in the 
last week of the month there was a slight drop 
and new business has been disappointing. 
Nevertheless, confidence is expressed that as 
automobile takings improve and contracts for 
public projects are awarded the operating 
rate will rise. Current prices were reaffirmed 
for the fourth quarter except in railroad ma- 
terials, which were reduced in line with the 
cuts made earlier on other products. The in- 
dustry is still short of the operating level at 
which it can show a profit at present prices, 
and if it fails to reach that point during the 
Fall either prices or wages are likely to be 
up for revision. 

The tire industry is one which is pointing 
strongly upward. Manufacturers’ inventories 
at the end of August had been reduced by 28 
per cent from the peak and dealers’ stocks 
have been cut also. With larger original equip- 
ment demand in sight and better replacement 
business expected, due in part to the large 
number of two and three year old cars now 
on the road, tire manufacturers are expand- 
ing production sharply. 

The Summer improvement in textile opera- 
tions is being sustained. Deliveries of rayon 
yarn in July and August were the largest on 
record and have been high in September also, 
probably higher than they will be hereafter 
now that weavers are better stocked, but 
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production has been stepped up substantially. 
The cotton mills consumed 27 per cent more 
cotton in August than in June, the low month, 
and operations are holding. New business, 
however, is at unprofitable prices. Woolen 
goods markets are between seasons but mills 
are operating on late Fall goods orders at the 
highest rate in a year. The forthcoming Spring 
season, late in opening, should be an improve- 
ment, in view of the reports of small stocks 
of clothing and increasing purchasing power. 


Building Ahead of Last Year 

Building contracts awards for the first half 
of September, while they declined more than 
seasonally from August, show good gains 
over the same month last year. Residential 
building was up 13.1 per cent, and gains in 
public works and utilities offset a drop in the 
“non-residential” classification. The total in- 
crease was 14.3 per cent. For 1938 to date 
total building is under 1937, but if the im- 
provement made since Spring is maintained 
the loss may be made up. Figures of mortgages 
selected for appraisal by the Federal Housing 
Administration, as well as those accepted for 
insurance, continue high, though there is evi- 
dence of a slight slowing up of the latter. 

While small home building has contributed 
chiefly to the residential activity, there are also 
important large operations under way. Plans 
for the Red Hook low-rental housing develop- 
ment in New York City were announced in the 
middle of the month. This project demonstrates 
what may be done under the program of the 
U. S. Housing Authority. Its cost is estimated 
at $12,000,000, $4,600,000 less than was original- 
ly provided for it, and the cost per room of 
$1,125, including land, overhead and carrying 
charges, is substantially lower than previous 
New York City projects. Mr. Alfred Rheinstein 
of the New York City Housing Authority says 
that the lower cost is a result of careful plan- 
ning, cooperation of the building industry, and 
favorable markets. 

The building industry is very important in 
this country. Its depression has been a great 
factor in the general depression; and althouch 
the improvement is modest, it is an encourag- 
ing element in all calculations as to the future. 
Rental values have improved this year despite 
the depression, and until recently building costs 
were declining. Foreclosures are decreasing 
substantially and lending institutions are stead- 
ily if slowly moving properties acquired 
through foreclosure. With general business 
at low levels it appears that building at last 
has become a supporting influence. 


The European Crisis and the Dollar 





As the political situation in Europe during 
September grew more alarming the flow of 
capital to the United States, begun in July, 
increased in volume and in the latter part of 
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the month reached proportions seldom, if ever, 
equalled. Not only was there a general move- 
ment of funds from foreign currency deposits 
and securities into dollars, but also a rush on 
the part of large holders of gold to sell on the 
London market with a view to shifting the 
proceeds to this country, more remote from 
the area of possible conflict. While the con- 
tinued premium on gold coin abroad indicated 
an unabated demand on the part of small 
hoarders, under recent conditions the dollar 
rather than gold became the preferred haven 
for international refugee funds. 

This panicky flight of capital, coinciding 
with merchandise trade balances running 
heavily in favor of the United States, intensi- 
fied the pressure upon the exchanges and 
forced most of the leading European curren- 
cies to the lowest levels since the revaluation 
of the dollar in 1934. The conversion of funds 
into dollars affected particularly the pound 
sterling, both because the nervous capital was 
chiefly amassed in the London market, and 
because that currency has been under pressure 
fromthe British import trade balance. Moreover, 
the pound has lacked the support formerly 
created by the demand for gold for hoarding. 

Quoted at $4.85%4 at the beginning of Sep- 
tember, the pound fluctuated violently during 
the month, reflecting the alternating hope and 
despair of a peaceful settlement of the war 
crisis, but losing ground steadily. By Septem- 
ber 28 it had fallen as low as $4.60, rallying 
afterwards above $4.80 on the outcome of the 
Four- Power Conference at Munich. The 
French franc sank to a new low, at 2.58% 
cents present U. S. standard — equal to 1.53 
cents former standard—under pressure of a 
capital flight to which anxiety concerning 
the Government fiscal situation contributed. 
Pressed for funds for defense measures, the 
French Government again had to borrow di- 
rectly from the Bank of France, raising the 
latter’s temporary advances to the State to 
a new high record of 44,633,000,000 francs as 
of September 23. The sharp decline in the 
pound disturbed the relationship between the 
United States and Canadian dollar, the latter 
dropping to a discount of 3% cents, but recov- 
ering subsequently. The Dutch guilder and 
the Swiss franc, which were under less strain 
on account of capital flight than was the pound 
sterling, broke away from the pound and 
moved independently during the last days of 
the month. Both currencies, prior to their 
separation from sterling, established new low 
levels against the dollar since October, 1936, 
at 53.95 cents and 22.35 cents respectively. As 
in the case of sterling, foreign exchanges gen- 
erally recovered following the peace moves at 
the close of the month. 


The Work of Exchange Funds 


In the London gold market the price of 
bar gold rose to 147 shillings an ounce, a new 
high price in terms of sterling. Contrary, how- 
ever, to the condition last Spring, this rise in 
the sterling price of gold was not caused by 
the demand for gold, but rather was a reflec- 
tion of the weakness of sterling. On September 
28, owing to the decline in the pound, the price 
in dollars dropped at the fixing to a low of 
$34.25 an ounce against $35 an ounce paid by 
the United States Treasury. While ordinarily 
a spread of this magnitude would have led to 
heavy private arbitrage operations, higher in- 
surance rates increased costs, and in addition 
individuals and banks were reluctant to make 
commitments, due to fear of changes in insur- 
ance rates and possible embargo between the 
time of purchase of the metal and date of ship- 
ment. Consequently, much of the burden of 
supporting the exchanges and preventing com- 
plete collapse fell upon government exchange 
funds. In accordance with officially stated 
policy, the British Equalization Account has 
made no attempt to peg sterling, but has re- 
treated gradually under pressure, seeking only 
to maintain an orderly market. By standing 
ready to buy gold at $35 an ounce, our Treasury 
has provided foreign governments with a sup- 
ply of dollars needed to defend their currencies 
and avert the breakdown of the exchange mar- 
ket otherwise inevitable. Thus, it appears that 
gold is once more demonstrating its usefulness 
as a medium for international transfer and as 
a means of confining currency fluctuations 
within bounds. 


It is worthy of note that central banks and 
governments, as well as private interests, have 
contributed to the movement of funds between 
international money centers. Thus, Belgium 
has been shifting part of its gold reserves to 
London. Ireland and Sweden repatriated a 
part of their reserves, while Sweden, Great 
Britain and probably other countries have 
been building up gold balances on this side of 
the Atlantic. It is impossible to know defi- 
nitely the true meaning of these movements, 
but presumably the risks of currency deprecia- 
tion (in the case of foreign exchange bal- 
ances) and fear of air attacks or capture (in the 
case of gold) have been among the influential 
factors. Owing to the advance of war risk in- 
surance rates, shipments of gold to London 
from South Africa have been suspended. 


The London Money Market 


The strain upon the London money market 
caused by the war crisis and the flight of capi- 
tal is apparent from the following table. Short- 
term money rates more than doubled within a 
month and prices of British Government bonds 
as well as other securities experienced severe 
recessions, resulting in the establishment by 
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the authorities of restrictions upon trading. 
Following the more favorable turn of political 
developments late in the month prices of securi- 
ties rallied briskly in London and in Conti- 
nental markets. 


British Financial Indexes 
Weekly High and Low 

3 Mo. Industrial 

Pound Sterling  2!/2% Consols Bank Bills Shares* 
4.917/8 -4.89 75 5/8-75 1/8 9/16 105.2-104.9 
2 4,88 15/16-4.87 1/8 751/2-751/4 9/16 105.8-104.9 
4.88 3/8 -4.871/8 75 1/8-75 9/16 104.1-103.4 
4.88 7/16 -4.871/4 751/2-751/8 9/16 104.2-103.0 
4.87 8/16 -4.84 8/16 74 17/8-741/8 9/16 102.8 102.1 
9 4.83 5/16 -4.81 74 -731/4 5/8 - 9/16 108.3-101.6 
4.817/8 -4.798/8 72 8/4-691/2 1 -11/16 101.5- 97.9 
4.83 3/16 -4.77 8/8 72 8/4-70 8/4 11/8-1 99.9- 97.8 
4.84 -4.60 72 1/4-65 138/4-17/16 97.2- 91.2 


*Financial Times. 


Domestic Banking Conditions 





Domestic banking statistics underwent 
large and important changes during Septem- 
ber, owing both to the extraordinary gold 
inflow and to the influence of Treasury opera- 
tions centering on the 15th. Due principally 
to the gold purchases by the Treasury, mem- 
ber bank reserves increased nearly $400,000,000 
between the early part of August and the 
middle of September, reaching a new peak 
of $8,425,000,000 on September 14. Excess re- 
serves, while increasing less rapidly than ac- 
tual reserves because of the added reserve 
requirements of advancing deposits, rose ap- 
proximately $200,000,000 during the period to 
an estimated $3,130,000,000, or close to the 
year’s peak reached in July. 

But for the absorption of funds from the 
market by the Treasury on and after the 15th, 
the rise of bank reserves would have gone 
further. At that time the Treasury collected 
the third quarterly instalment of income taxes 
and received payments by subscribers to $800,- 
000,000 of new Treasury bonds and notes. The 
net effect of these transactions, after offsetting 
disbursements by the Treasury on account of 
public debt interest, gold purchases and other 
current obligations, was to increase markedly 
the Treasury’s cash balance in the Federal 
Reserve Banks and to reduce member bank 
reserves by some $400,000,000. Inasmuch, 
however, as funds received by the Treasury 
will ultimately be disbursed the setback to 
reserves may be regarded as temporary. The 
fact of real significance is that the Treasury, 
according to latest reports, holds, in addition 
to its deposits in commercial banks, about 
$860,000,000 of deposits in the Reserve Banks, 
also (in the general fund) approximately $800,- 
000,000 of gold not yet converted into spend- 
able cash through the medium of gold certifi- 
cates issued to the Reserve Banks. The 
eventual expenditure of these sums, now held 
outside the commercial banking system, prom- 
ises in the course of time not only to restore 


reserves to their former maximum levels, but 
to carry them much beyond. 

Late in September, when the inflow of gold 
was swelled rapidly by fears of war in Eu- 
rope, the Treasury resumed the issuance of 
gold certificates to the Federal Reserve Banks 
in order to reimburse its cash account for the 
outlays resulting from gold purchases. Dur- 
ing the preceding five months, the payments 
for gold purchased by the Treasury had been 
drawn out of its general fund balance. At a 
press conference, Secretary Morgenthau indi- 
cated that hereafter the Treasury would re- 
imburse itself promptly for gold purchases, and 
might also utilize some of the gold now in the 
general fund to replenish any decreases in its 
cash balances, if necessary. By depositing gold 
certificates, the Treasury will be able to pay 
for gold without drawing funds out of the mar- 
ket and gold imports, therefore, will exert their 
full effect upon bank reserves. 


Bank Credit Expanding on Government 
Borrowing 

At the weekly reporting member banks, the 
principal feature, apart from changes in re- 
serves, was a rise of over $350,000,000 in hold- 
ings of United States Government securi- 
ties, reflecting mainly subscriptions to new 
issues on the 15th. Including these additions 
to portfolio, total earning assets on the 21st 
stood at $21,265,000,000, or $800,000,000 above 
the July low point of the year. Practically all 
of this increase was in investments, with 
holdings of United States Government issues 
accounting for $568,000,000 and miscellaneous 
securities $200,000,000. Loans in the aggregate 
showed little net change for the period, a rise 
that appeared to be getting under way in 
August petering out in September. 

Advances to brokers and dealers in securi- 
ties increased, as usual, prior to the Treasury 
financing, but declined afterwards. Commer- 
cial loans, after a promising upturn a month 
ago, have moved disappointingly, partly be- 
cause of repayments in New York City, other 
cities making a somewhat better showing. It 
should be added, however, that there is fre- 
quently a considerable lag between the com- 
mencement of a recovery in business and the 
reflection of increased commercial operations 
in the loan portfolios of the banks. 

Deposits of reporting banks increased dur- 
ing the period under review and on September 
14 stood at the high of the year, approxi- 
mately two billion dollars above the low 
reached in March. During the succeeding week 
deposits declined sharply, owing to tax col- 
lections and cash payments by individuals and 
corporations for new Treasury issues, but a 
recovery is anticipated as funds collected by 
the Treasury are paid back into the market. 
With the Government embarked upon a far- 
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reaching program of borrowing and spending, 
the continuation of an upward trend of deposits 
seems assured. 

Indications both in the markets and in the 
bank figures are that capital fleeing to this 
country from Europe during the present crisis 
is going into bank deposits rather than into 
securities. According to statements of the 
reporting banks, balances due foreign banks 
have increased rapidly in recent weeks and on 
the 21st were up nearly $150,000,000 since the 
end of July. Deposits of foreign central banks 
with the Federal Reserve Banks increased 
$78,000,000 between August 17 and September 
21, while the increase of deposits of foreign 
individuals and business concerns in the com- 
mercial banks, for which data are not avail- 
able, evidently has been large. 


Money Market Quiet; Securities Unsettled 


With the supply of funds already far in 
excess of any conceivable demand, and gold 
imports adding further to the monetary base, 
the money market continued quiet and devoid 
of special feature. A slight stiffening in the 
sensitive discount rate on Treasury bills to 
0.14 per cent compared with under 0.05 per 
cent in August, reflected, but in lesser degree, 
the same disturbed psychology that contributed 
to higher rates in the London market. 

The security markets were nervous and 
unsettled, with prices closely responsive to 
European developments. In the bond market, 
prices of United States Government and other 
high grade bonds softened under the threat of 
war, but rallied strongly late in the month 
as conferences by heads of the leading Euro- 
pean powers brought renewed hopes for peace. 
Trading throughout the month was orderly 
in character, and at no time were quotations 
on the better grade of domestic bonds seri- 
ously depressed. Prices of lesser rated domes- 
tic obligations were more sensitive and tended 
to fluctuate with the stock market. While 
the foreign list naturally experienced severe 
unsettlement, even the worst hit issues re- 
covered substantially from the lows. 

New financing dwindled sharply during the 
month, due to the disturbed conditions. While 
the volume of prospective issues is large, of- 
ferings are being held back pending clarifica- 
tion of the outlook, and no important commit- 
ments by dealers are reported as outstanding 
at the present time. 


United States Treasury Finances 





The reentry of the Treasury into the mar- 
ket in September for the first “new” money 
other than borrowings on bills and savings 
bonds since June 1937, plus the fact that Sep- 
tember concludes the first quarter of the new 
fiscal year, makes timely a review of the finan- 


cial position of the Government and of the 
progress of the spending-lending program. 

When the President submitted his recovery 
proposals to Congress last April he called for 
additional appropriations for Treasury loans 
and expenditures for recovery and relief 
amounting to approximately $3,000,000,000, not 
including $1,500,000,000 increased lending ca- 
pacity of the Reconstruction Finance Corpora- 
tion already authorized, or a grand total of 
$4,500,000,000, of which $1,400,000,000 was to 
be financed by use of the proceeds of desteril- 
ized gold. To these recommendations Congress 
added approximately $750,000,000, raising the 
sum total of new emergency appropriations, 
including R. F. C., to $5,250,000,000. 

In July the President announced new budget- 
ary estimates, revising previous figures in the 
light of the spending program and of the fall- 
ing off of receipts caused by the depression. 
According to the President’s summation, the 
Treasury expects a net deficit (excluding sink- 
ing fund) for the fiscal year ending June 30, 
1939, of slightly less than $4,000,000,000, as 
against an actual net deficit for the year just 
closed of somewhat less than $1,500,000,000. 
To finance this deficit it was stated that the 
working balance in the general fund would be 
reduced by about $500,000,000, while approxi- 
mately $680,000,000 would be absorbed by so- 
cial security and other government trust funds, 
leaving $2,800,000,000 to be financed in the 
market. It was indicated that the sale of sav- 
ings bonds, which last year provided over 
$400,000,000, would reduce to below $2,400,- 
000,000 the formal offering of new securities 
to the open market. 


The September Financing 

The raising of this sum of new money, plus 
the refinancing of over $2,600,000,000 of Treas- 
ury securities other than bills, has constituted 
a major problem facing the Treasury this year. 
By taking advantage of favorable money mar- 
ket conditions during the Summer and fore- 
part of September to raise over $900,000,000 
new money and refinance the September and 
December note maturities, the Treasury has 
made a good beginning on its financial pro- 
gram. As a consequence of the September 
financing, together with income tax collections, 
repayments by the R. F. C., and an expansion 
of bill sales in August, the Treasury’s working 
balance in the general fund has been lifted 
above $2,400,000,000, or more than double 
the billion-dollar level generally regarded by 
the Treasury as a desirable minimum. In- 
cluded in this working balance are holdings 
of approximately $800,000,000 of gold, repre- 
senting largely gold purchased since April 
against which the Treasury has not yet issue 
gold certificates, around $860,000,000 of funas 
on deposit with the Federal Reserve Banks, 





and approximately $800,000,000 of deposits in 
commercial banks. As against these funds, the 
Treasury has no maturities other than bills 
until next March when nearly a billion dollars 
of notes fall due. 


Budget Receipts and Expenditures 


For the first quarter of the fiscal year through 
September 27, 1938, revenue receipts totaled 
approximately $1,482,000,000, a decrease of 
$134,000,000 from the same period last year. 
The rate of decline is less than that estimated 
in the President’s revised budget issued last 
July for the complete fiscal year, for the reason 
that the full effects of the falling off in business 
this calendar year will not be reflected in the 
corporate and individual income tax receipts 
until next March. 


Expenditures to September 27 totaled $2,- 
148,000,000, an increase of $259,000,000 over 
last year. The increase was caused principally 
by the larger expenditures for the Works 
Progress Administration, which are now run- 
ning at the rate of nearly $200,000,000 per 
month—an all-time high peak. 


Other phases of the “Recovery and Relief” 
program have experienced inevitable delays 
in getting under way, with actual expenditures 
during the first quarter not only far below the 
rate estimated for the full year but even below 
the expenditures of the corresponding period 
a year ago. For example, public works ex- 
penditures under this category (other than 
W.P.A.) totaled $79,000,000, against $108,000,- 
000 last year, while under “General Expendi- 
tures” the outlay for public buildings ran be- 
hind last year, and that for public highways 
was only slightly above. Aid to home owners 
under “Recovery and Relief,” including the 
Home Loan System, emergency housing, U. S. 
Housing Authority, Federal Housing Admin- 
istration and Farm Security Administration 
totaled $32,000,000 this year, against $63,000,- 
000 last year. Revolving funds for the Farm 
Credit Administration, and for public works 
loans and grants to States, municipalities, etc., 
show net advances of $27,000,000 this year 
against $45,000,000 last year. It is evident, 
therefore, that the acceleration of Government 
spending to date has been chiefly in the con- 
sumers’ goods field, while that type of spend- 
ing more directly concerned with the heavy 
goods industries has still to make its influence 
felt. 

This year there have been increases in “Gen- 
eral Expenditures” for departmental purposes, 
national defense, the agricultural adjustment 
program and social security, but transfers to 
trust accounts have been smaller. A condensed 
summary of the results to date is given on this 
page for reference, together with actual figures 
for the complete fiscal year 1938 and the re- 
vised budget estimates for 1939, 
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Condensed Summary of U. S. Government Finances, 
1938-1939 
(In Millions of Dollars) 
July | to 
September 27 
1937 1938 
Actual Actual Actual Budget 
$ 587 $ 574 $2,635 $2,013 
69 620 2,285 1,919 
Social security taxes 166 755 592 
Customs v7 359 278 
Misc. receipts 45 208 199 


$1,482 $6,242 


Years ended 


Receipts 
Income tax 





Total receipts 


Expenditures 
General 
Departmental & misc 1,101 
National defense 974 
Veterans’ Administration.. 582 
Agricultural adjustment... 362 
Civilian Cons. Corps 326 
Social security 57 291 
Interest on public debt 926 
Refunds 4 100 
Recovery and relief 
Agricultural aid 170 
Relief (W.P.A.*) 1,477 
Public works 376 
240 
Revolving funds (net).......... 169 
Transfers to trust a/c ....... 607 
Supplemental items** nee pee aes 
Sinking fund debt retire 65 100 


Total expenditures $2,148 $7,766 $9,085 


Excess of Expenditures 
Gross deficit 666 1,525 4,085 
Deficit excl. debt retire 652 1,459 3,985 


*Including National Youth Administration and mis- 
cellaneous relief. **Exclusive of $500,000,000 allocated 
to W.P.A. 


On balance, expenditures for the period ex- 
ceeded receipts by $652,000,000 so far this year, 
compared with an excess of expenditures of 
$245,000,000 a year ago. For the full year, the 
net deficit (without allowance for sinking fund) 
estimated at $3,985,000,000 will, if realized, 
establish a new high in the series of nine con- 
secutive deficits since 1930, with the exception 
of 1936, when the soldiers’ bonus was paid. 


Changes in the Public Debt 


After giving effect to the new financing last 
month, the direct public debt on September 27 
totaled approximately $38,389,000,000, an in- 
crease of $1,225,000,000 since June 30, and a 
cumulative increase of $22,363,000,000 from 
the post-war low point on December 31, 1930. 

Although the total debt is continuing to 
mount, it is of interest to note that the net in- 
crease for more than two years past has been 
financed entirely by the sale of long-term bonds 
and by “special issues” to social security and 
other trust funds, while at the same time the 
short-term obligations (other than special 
issues) have been worked down substantially. 
This changing character of the debt is shown 
in the accompanying chart, which gives the 
condition as of June 30 for each fiscal year 
from 1930 to 1938, with preliminary figures for 
September 30, 1939. 
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Composition of United States Government Direct and 
Guaranteed Debt. 


The proportion of direct interest-bearing 
debt in the form of bonds and special issues has 
risen from approximately 58 per cent in June 
1936, to 64 per cent in June 1937 and 72 per 
cent in September 1938, with corresponding 
reductions of the proportion of short-term debt 
in the form of notes and bills. No important 
note issue matures until next March, and the 
total of outstanding bills, which has been as 
high as $2,653,000,000, is now dows. te $)304,- 
000,000. 

With the working balance above $2,400,- 
000,000, and outstanding bills reduced, it is 
evident that the Treasury has placed itself 
in an unusually strong position to finance to a 
large extent from cash and short-term borrow- 
ing, plus proceeds from the sale of savings 
bonds, the spending-lending program for the 
balance of the fiscal year. 

Contingent debt of the Government under 
the fully guaranteed bonds of its credit agencies 
(Home Owners Loan Corporation, Federal 
Farm Mortgage Corporation, Reconstruction 
Finance Corporation, etc.) is also shown on 
the chart, and on July 31, 1938 amounted to 
$5,100,000,000. In addition, the agencies have 
direct liabilities of $2,890,000,000 outstanding, 
(about two-thirds of which is represented by 
Federal Land Bank bonds), and also contin- 
gent liabilities under their guarantees (Fed- 
eral Housing Administracion mortgages, etc.), 
but as these obligations do not carry the guar- 
antee of the United States, they are not shown 
on the chart. 


The United States Cotton Problem 


We quoted last month from an extended re- 
view of economic and social conditions in the 
South issued by the “National Emergency 
Council.” The import of this review was that 
although the South is the richest section of the 
country in natural resources, it has a more 
serious poverty problem than any other. It is 
said to surpass any one section in variety of 
mineral wealth, and also to have a greater 
variety of soil products. Moreover, its cotton 





and tobacco crops have a greater per acre value 
than any other of the field crops. Nevertheless, 
the South’s chief problem is in its agriculture. 
The present cotton situation primarily affects 
the South, but ultimately may affect northern 
agriculture and become a truly national 
problem. 

One paragraph of last month’s quotation 
from the Council’s Report reads as follows: 

With 28 per cent of the nation’s people, it has only 
16 per cent of the tools with which people make a 
living; with over half of the country’s farmers, the 
South has less than one-fifth of the nation’s farm 
implements. 

It is noteworthy that the showing of “tools” 
is much better for industry as a whole than for 
agriculture, and this accords with common 
knowledge. The cotton, woolen and rayon 
mills of the South are as well equipped as those 
of the North, and so of the pulp, paper, lumber, 
cement and steel mills, shoe and furniture fac- 
tories, etc. On the other hand, agriculture in 
the South is largely devoted to cotton, for 
which but few and cheap tools are used. The 
rule everywhere is that workers aided by cap- 
ital-equipment produce more than hand-work- 
ers, and get more pay, which also means that 
workers without such aid produce but little 
and get but little. Cotton is a wonderful crop, 
but possibly too many “hands” are needed to 
make it. 

The South’s Reliance Upon Cotton 

The devotion of the South to cotton should 
be studied, and also the efforts of the Federal 
Government to “do something” for cotton. For 
a long time American cotton dominated world 
markets. In the years from 1865 to 1900 our ex- 
ports of cotton averaged twice the home con- 
sumption, and competition in foreign markets 
was negligible; but the World War worked 
many changes, and has had lasting effects upon 
cotton and cotton goods. 

The War and the boll weevil together raised 
cotton to an average of 38.3 cents per lb. in 
1919-20, with a peak of 4334 cents. Under the 
stimulus of high prices, our cotton acreage 
reached the high point i~ 1925-1926, in each of 
which years the plantings were about 46,000,- 
000 acres. The crop of 1925 was 16,123,000 
bales, the largest on record, and the crop of 
1926 was 17,755,000 bales, making a new 
record. Under the weight of the two crops 
the New York price broke to 12.2c, but with 
lower prices exports in the two crop-years 
aggregated 19,000,000 bales, and in 1928 the 
price rallied to an average of 20c. In 1929 
the Federal Farm Board was established to 
support farm prices, and attempted to fix cot- 
ton at 18c, but the price declined to 8%4c in 
1930-31, and when another 16,600,000 bales 
came in 1931 the price broke to a low of 5.3c. 

In 1933 the Government’s policy was changed 
to acreage restriction, and it bought and 
ploughed under 10,000,000 acres of growing 
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cotton. The 1937 crop was restricted to 
34,500,000 acres, but perverse Nature gave a 
yield of 18,916,000 bales, another new record. 
The Government offered loans of 9c a pound 
on the crop, which supported the market, but 
it accumulated a stock of 7,000,000 bales, and 
this year the loans were reduced to the mini- 
mum permissable under the Farm Act, or 
8.30c. The 1938 plantings were reduced un- 
der the allotment plan, by about 23 per cent, 
but the present farm price is the lowest since 
1932. Moreover, there is talk of another acre- 
age cut next year. 

Meanwhile, the foreign crop has more than 
doubled from the average production of the 
four years 1921-24, and it may rise higher if 
the United States is successful in raising the 
price. No one familiar with the cotton trade 
doubts that if the United States is willing to 
sacrifice its own cotton production to raise 
the world price, it will have a measure of 
success; or doubts that by so doing it will 
continue to be a diminishing factor in the 
world supply. Competition cannot be met suc- 
cessfully by backing away from it. 


Competition in Cotton 


The following table shows the average year- 
ly consumption of American cotton at home, 
in Great Britain, on the Continent of Europe, 
in the Orient and elsewhere, in five year periods 
from 1909 to 1934 and the last four crop years. 
The second part of the table shows the increas- 
ing consumption of foreign cotton since 1921: 


Consumption of American Cotton 
(000’s of Running Bales) 

United Outside Great Conti- Else- Grand 
5-Yr. Av. States U.S. Britain nent Orient where Total 
1909-14... 4,869 8,288 38,215 4,585 314 169 18,152 
1914-19... 5,980 5,946 2,748 2,425 572 201 11,926 
1919-24... 5,594 5,954 1,916 8,025 815 198 11,548 
1924-29... 6,457 8,817 2,006 4,718 1,842 251 14,774 
1929-84... 5,488 7,516 1,285 3,906 2,100 225 12,954 
1984-38%... 6,207 5,805 1,189 2,717 1,662 287 12,012 


Consumption of Foreign Cottons 

5-Yr. Av. (000’s of Bales) 

1921-247... 822 8,093 1,118 1,661 4,712 607 8,415 
1924-29... 296 9,690 1,142 2,686 5,102 810 9,986 
1929-34... 177 10,959 1,162 8,548 65,487 762 11,136 
Crop Yr. 

1935-36... 130 15,075 1,541 6,167 7,264 1,108 15,205 
1936-37... 182 17,716 1,887 6,057 8,593 1,179 17,898 
1987-38... 140 15,360 1,560 6,280 6,320 1,200 15,500 


*4 year average. { 3-year average. 
Source: Cotton Year Books of the New York Cotton Exchange. 


First should be noted the declining consump- 
tion of American cotton in Great Britain, which 
at one time took the greater part of our exports. 
Note also the decline on the Continent, and 
the growing use of foreign cotton in Britain 
and on the Continent. The average annual 
aggregate consumption of our cotton in Great 
Britain and Europe in the five year period 
ended 1914 was 7,800,000 bales and in the four 
years 1934-38, only 3,856,000 bales, an average 
loss of 3,944,000 bales, or more than one-half 
the 1909-14 annual average. 


As to foreign cotton, available reports do 
not go back of 1921, but in the three years 
1921-24 the average yearly consumption by 
Britain and the Continent was 2,774,000 bales, 
and in 1936-37 was 7,944,000 bales, an increase 
of 5,170,000 bales. In the grand total column 
the American figures are lower in 1934-38 than 
in 1909-14, while foreign cotton is up more 
than 7,000,000 bales from 1921-24 to 1937-38. 

Our loss of sales to Great Britain and the 
Continent was partially offset by gains in the 
Orient and elsewhere; but these gains cannot 
be counted as permanent. The showing of 
greatest significance is the increasing produc- 
tion of both cotton and cotton goods in the 
low wage countries of Asia, Africa and Latin 
America. 

Cotton Goods Production 


The rise of costs and prices in the cotton 
goods industries of Europe and the United 
States, caused by the war, gave a great stimu- 
lus to cotton goods production in countries 
that had been buying such goods in Europe 
or this country. The following table shows 
the change in the cotton goods exports of 
three countries, from 1913 to 1936: 


Total Cotton Goods Exports 
(In Millions of Square Yards) 


1913 1929 1935 1936 

From: United Kingdom ......... 7,075 3,671 1,948 1,917 
TAPAN  serocsccsoerceccccerecees + 211 1,790 2,725 2,710 
United States 445 543 186 201 


Source: Bureau of Foreign and Domestic Commerce 


Both tables are chiefly significant of the rise 
of Japan as a producer and exporter of cotton 
goods. In 1930-31 it succeeded Great Britain 
as the largest purchaser of our cotton, but since 
then has been shopping for cheaper cotton. 


For many years the United States was an 
exporter of cotton goods, to Asia, South 
America and around the Caribbean, the effect 
of which was to enlarge the home market for 
cotton. This trade has become negligible. The 
costs and prices of N.R.A. (1933-35) started 
an alarming stream of Japanese cotton goods 
into the United States. In 1935 President 
Roosevelt used his authority under the Hawley- 
Smoot act to raise import duties on these 
goods. Moreover, it cannot be forgotten that 
in December, 1936, the Cotton Textile Insti- 
tute sent a Commission of five members, three 
of whom were representative of the South, to 
Japan, to request and urge the Japanese cotton 
goods manufacturers to limit their exports to 
the United States, and that the agreement thus 
obtained remains in effect today. 

Furthermore, not only Japan, but many of 
the countries which once bought cotton goods 
from the United States, now are making cotton 
goods, and at much lower costs than they 
can be produced in the United States on the 
present wage and hour basis. Few, if any, of 
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these countries will conform to the wage and 
hours regulations adopted at Geneva, which 
now, in temporary and modified form, are in- 
corporated in the Wages and Hours Act of the 
United States. 

In fact, they cannot do so without applying 
similar regulations to all their industries, or 
completely disrupting their internal trade rela- 
tions and causing unemployment on a great 
scale. They have not the capital equipment to 
shorten their work-time and still supply the 
things they need. A Japanese delegate to the 
Textile Conference in the United States last 
year frankly said that if textile wages in Japan 
were raised to a level with those in the United 
States, not much of the product could be sold 
in Japan. 

Unless the voluntary Japanese agreement 
is made permanent, and similar ones obtained 
with other countries outside the Geneva com- 
pact, higher protective tariffs will be neces- 
sary to maintain the cotton-goods industry in 
the United States, on the present scale of 
costs. This, if last year’s report of the Cotton 
Textile Institute Mission to Japan may be 
accepted. 

It is not strange that some of our Southern 
friends, true to instinct and training, turn 
naturally to the protective tariff as the mother 
of iniquities, but we submit that the tariff is 
not the vital factor in the cotton problem. 
While it is true that trade relations with other 
countries require a two-way movement, the 
first condition of foreign trade is ability to meet 
foreign competition, in both quality and price. 
Our cotton is better in quality than most of its 
competitors, but the foreign quality is improv- 
ing, and price may make up for quality. It is 
an old story that the per-acre-yield of cotton 
in this country might be better. Thousands of 
cotton-farmers produce above the average. It 
may be increased by better seed, better culti- 
vation, more adequate use of fertilizers, or 
by new and improved machine equipment, as 
Northern farmers have cheapened grain pro- 
duction. It is not too much to say that two 
important gains are possible, viz: the quality 
of American cotton may be improved and the 
cost of production may be reduced. 


Competitive Fibers Affecting Cotton 

Not only is the production of cotton increas- 
ing in other countries, but the use of competi- 
tive fibers is increasing. We gave in our June 
number a brief account of the rapid develop- 
ment of rayon “staple” fiber, a new cellulose 
product, made from rayon and spun on cotton 
spindles. The development of cellulose products 
has created a great new branch of the textile 
industry, and is of growing importance in the 
South. At first they were thought lacking in 
strength, but have been improved until re- 
cently two leading makers of motor car tires 
have claimed that cellwlose cord is a preferred 


material. Rayon or “staple fiber” is woven 
with silk, cotton or wool, and the weaves are 
popular goods. In the long run sales may be 
increased by the greater variety, but in some 
countries the use of cotton has been reduced. 
Italy, Germany and Japan are examples. Japan, 
which has been the largest buyer of American 
cotton, has now become the largest producer 
of “staple fiber,” and recently has prohibited 
imports of American cotton, except for use in 
exported goods. Her home consumption for 
a population of 70,000,000 is restricted to wood 
fiber or cotton of Asiatic growth. Our exports 
of cotton to Japan were highest in 1931-32 at 
2,312,000 bales, but in 1937-38 were down to 
706,000 bales, or by 69.4 per cent. 

Below are given figures for the consumption 
of cotton by Germany and Italy respectively 
in each of the four cotton-crop years. from 
1933-34 to 1936-37, in thousands of bales: 


(000’s Omitted) 
Germany taly 
Year American Other Total American Other Total 


1933-34.. 1,099 498 1,597 663 242 905 
1934-35.. 376 578 954 460 354 814 
1935-36... 390 745 1,135 425 198 623 
1936-37.. 240 780 1,020 320 300 620 


The falling off of United States cotton in 
Germany and rise of other cottons chiefly 
means a substitution of Brazilian cotton. The 
loss of total cotton consumption in both coun- 
tries probably is attributable to “staple” or 
similar fibers. 

The development of cellulose fibers is an ex- 
ample of what science is doing in all the indus- 
tries. None is standing still, and individuals 
must adjust themselves to the changes. Every 
step of progress has been disturbing to those 
who fail to move with it. And so the introduc- 
tion of machine-production into countries that 
have had only hand-production in the past is 
a natural development which cannot be stayed. 
Japan is trading cotton goods for raw cotton 
wherever cotton is grown and teaching how to 
grow it. This is encouraged by restrictions 
upon the production of American cotton. 

The policy of cotton acreage curtailment has 
aggravated the share-cropper problem. This 
unfortunate class is being crowded out of agri- 
culture when there is no place for it to go. 
The South needs a greater variety of industries 
exchanging products with each other—more of 
the industries that require capital, and will 
shift thousands of share-croppers to payrolls. 
There is no limit to the employment that may 
be had by exchanging services. It is true that 
the South is lacking in capital as compared 
with natural resources, but so was every sec- 
tion of the country earlier in its history. 


All Agriculture Affected 
Notwithstanding the losses indicated above, 
cotton exports still take one-half our crop, and 
are vitally needed. With a carryover greater 
than the crop, and acreage down nearly half 
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since 1926, the American cotton farmer is be- 
ing backed off the map. Moreover, if the 
South is to continue losing its foreign market 
for cotton, all sections of this country, and all 
lines of business will be compelled to make 
costly adjustments. If Southern farmers are 
to grow less cotton they must turn to other 
crops. Men of the South have given warnings. 
The following is from an editorial in the 
Chattanooga News of July 14, 1937: 


Obviously there will have to be some kind of trans- 
fer of the Southeastern cotton farmer—whether land- 
lord, cash tenant, share tenant, or share cropper— 
from the raising of cotton to that of some other type 
of natural production. During this period of transfer 
there is sure to be an even direr distress than that 
now existing. For the time being, this increase of 
distress is being prevented by national policies, the 
propriety of which need not here be discussed, but 
the continuation of which cannot be expected indefi- 
nitely beause the money might not hold out. Once 
this national policy of subsidizing the cotton farmer 
for growing less instead for growing more, comes to 
an end, the distresses will manifest themselves. 

If only there could be provided a long period of 
years during which the shock of change could be 
cushioned by the gradual transfer of land and labor 
from cotton to other crops, we might have some ex- 
pectation for a substantial decrease of the keenness 
of these distresses. But things have a habit of hap- 
pening in a hurry, so that catastrophe comes all at 
once. 

The types of things to which we probably would 
seek to shift are dairying, livestock and the produc- 
tion of grain. In all these things we will be in compe- 
tition with the Middle West. This will be distressful 
from several standpoints. For many years the Middle 
West was on an export basis. Here recently, due to 
a combination of bad growing weather, dust storms, 
and emergency farm policies, she has been on a do- 
mestic basis. Should the South lose a substantial 
part of what remains of her export cotton trade, she 
is almost certain to shift over to growing things which 
the Middle West now produces. 


Comments on the Cotton Situation 


The Cotton Trade Journal, of New Orleans, 
for the last ten years has published annually 
an “international edition,” which is a compre- 
hensive review of the cotton trade. It is a 
volume of communications from well-known 
men of the trade in all parts of the world, pub- 
lished over their own names; also from such 
men as Oscar Johnston, head of the largest 
cotton-growing corporation in the South, direc- 
tor of A.A.A. cotton pools, director of the 
Federal Reserve Bank of St. Louis; Henry C. 
Taylor, formerly of the University of Wisconsin 
and Assistant Secretary of Agriculture; A. H. 
Garside, economist of the New York Cotton Ex- 
change; W. E. Morgan, economist of A. & M. 
College of Texas; and more than fifty authori- 
ties representing every important cotton-pro- 
ducing country and important cotton market 
in the world. They do not fully agree, but there 
is a remarkable degree of unanimity upon the 
main features of the cotton situation. 

Southern spokesmen recognize that cellulose 
fibers are a new factor in the textile situation, 
that the production of cotton and cotton goods 
is increasing in Asia, Africa, and Latin 
America, where wages are low, and that the 
costs of our own cotton should be reduced. 
However, they are inclined to urge that our 


national policy has been to protect American 
labor from low-wage competition, and that the 
rule should apply on farms as well as in fac- 
tories. On the other hand, Mr. Garside, with- 
out combatting this principle, points out that 
protecting our home market against foreign 
products is one problem, and selling our cotton 
in foreign markets is a different problem. 
Economist Morgan, of the Texas College of 
A. & M., warns that “when the American 
farmer produces only one of every three bales 
of cotton grown, he had better revise any ideas 
about controlling the world price.” 


Henry C. Taylor’s article is entitled “Cotton 
Curtailment Threatens the Corn Belt.” He 
believes that if Southern farmers are forced 
out of cotton they will inevitably grow more 
of the corn belt crops. He tells of an incident 
which occurred while he was representing the 
United States Government at the Institute of 
Agriculture, Rome, Italy, a few years ago: 


While lunching with a cotton spinner in Naples, 
he said to me: “I prefer the cotton from the United 
States, but I am using Brazilian cotton.” He also told 
me that he was selling the cloth as made from 
American cotton. “Is not Brazil in America?” he said. 


Almost without exception the comments of 
foreign contributors are similar to the follow- 
ing from Mr. Charles Wibo, of Belgium: 


In fixing cotton prices at 10c or above since 1933, 
which was a very attractive price for the producers 
of other countries, we have seen all the world, even 
America, making every effort to get a better yield or 
increase the acreage, and at the same time cotton 
consuming nations were urging new countries to start 
cotton cultivation and making every effort to produce 
more and more artificial fibers. 


One of the most interesting of the articles is 
by a well-known 1,000-acre cotton-farmer, R. B. 
Snowden, Jr., whose post office address is 
R. F. D. No. 1, Hughes, Arkansas. His views 
on cotton restriction and price-fixing are indi- 
cated by the following extract: 


I have in my library a reference book about two 
inches thick. Paradoxically this book is published by 
the United States Department of Agriculture, Bureau 
of Economics. It refers to about 3,000 cases in history 
beginning back as far as 200 B. C. whereby the natural 
laws of economics, and the laws of the survival of 
the fittest, were attempted to be influenced by legisla- 
tive fiats, dictatorial mandates, or what have you, and 
in this book the failures are listed, and the causes of 
the failures are listed, and without exception all 3,000 
cases are in the failure column except for the imme- 
diate emergency. 


Mr. Snowden also quotes approvingly the 
following sentence from an editorial in the 
London Financial News: 


If the United States does not cease its economic 
policies in cotton, it will have for the next two or 
three decades a job of reconstruction greater than that 
following the Civil War. 


It is impossible to quote from more of these 
communications or even to summarize them at 
length, but the symposium is valuable to any 
one concerned in cotton.* 


*NOTE: This International Edition (1938) of the 
Cotton Trade Journal is a fine example of journalistic 
enterprise. It is printed on calendered paper, 192 pp. 
10% x15”, and one copy weighs 3 lbs. Price per copy: 
$2.50. 
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in Greater New York ed in Twenty-four Foreign Countries 


Ox = Oe 
NEw Vols 


Condensed Statement of Condition as of September 30, 1938 
INCLUDING DOMESTIC AND FOREIGN BRANCHES 


ASSETS 

Conk and: Dee trom Banke gud Datilsetes si... cade ccccnecsss tsb icedecesees ee» $ 559,862,182.85 
United States Government Obligations (Direct or Fully Guaranteed).........0+- «»  650,371,870.17 
State and Municipal Bonds 386,724: 

CPE TOE FUE SOIIIINS 6 oo 5o.n ck cc osbeccd veccchesnces sneteeennees teas aeeaus 115,010,734.14 
Loans, Discounts and Bankers’ Acceptances . 507,011,955.89 
Customers’ Liability Account of Acceptances 11,439,766.26 
Stock in Federal Reserve Bank 3,705,000.00 
Ownership of International Banking Corporation (Including Paris Office) 8,000,000.00 
Bank Premises 48,942,869.29 
Items in Transit with Branches ne 2,229,045.83 
Other Assets 4,128,439.78 


Total. .cccccccccccccccccccccccccccccccccsccccccce cccccccccccccccccces $2,007,088,588.27 


LIABILITIES 
Deposits $1,836,498,401,36 
Liability as Acceptor, Endorser or Maker on Acceptances and Bills... $37,298,944.90 
Less: Own Acceptances in Portfolio 14,952,030.97 22,346,913.93 
Reserves for: 
Unearned Discount and Other Unearned Income 
Interest, Taxes, Other Accrued Expenses, etc 




















Figures of Foreign Branches are as of September 24, 1938. 


$62,914,248.68 of United States Government Obligations and $23,410,717.87 of other securities are de- 
posited to secure $57,732,469.49 of Public and Trust Deposits and for other purposes required by law. 


(Member Federal Deposit Insurance Corporation) 





City Bank Farmers Trust Company 


Head Office + 22 WILLIAM STREET : New York 
Condensed Statement of Condition as of September 30, 1938 


ASSETS 
Cash and Due from Banks...... sain aay akaca tacotacezale: o. sake eialiiw sasac ait seiner 
United States Government Obligations (Direct or Fully Guaranteed) 
State and Municipal Bonds 
Other Bonds and Securities 
Loans and Advances 
Stock in Federal Reserve Bank 
Bank Premises 
Other Assets 








10,000,000.00 
4,693,441.57 
$104,767,955.17 








$1,521,361.86 of United States Government Obligations are 
deposited with public authorities for purposes required by law. 


(Member Federal Deposit Insurance Corporetion) 
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